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FRANCIS A. WALKER'S CONTRIBUTIONS TO 
ECONOMIC THEORY. 

FRANCIS AMASA WALKER was a born leader of men. 
As soldier or as statistician, as college president or as 
writer of books, he called forth strong personal loyalty in all 
with whom he came in contact. He had a rare combination 
of courage and courtesy. He knew a vast number of facts, 
but he was always striving to add something more to that knowl- 
edge. It is mere commonplace to say that no other man has 
had so wide an influence on the economic thought of America 
in the present generation. Wherever he led the way thou- 
sands of readers followed. He took up ideas that had been 
overlooked, and in a few years made them central members in 
the accepted body of economic doctrine. There were three 
leading ideas, for which he contended — his theories of profits, 
of wages and of money. In two of the three he has had over- 
whelming success. What was heresy yesterday has become 
orthodoxy to-day. There is no better evidence of the com- 
pleteness of his success than the fact that the scientific world 
is now discussing, not Walker's theories of profits and of 
wages, but the exaggeration of those theories. 

In giving an estimate of his contributions to political 
economy, I am going to speak plainly of what he may have 
overdone or left undone, no less than of what he did. I do 
this reverently, for to General Walker I owe more, profession- 
ally and personally, than to any other economist, past or pres- 
ent. I know that he would have wished to have the article 
written in this way. He was not one of those men of strife for 
whom the most fitting death-tribute is to leave them peacefully 
at rest. He was great enough not to need any artificial 
enhancement of his greatness. 

The first of the three ideas with which Walker's name is 
identified is his extension of the notion of marginal gain to the 
theory of business profit. While he was not the first to dis- 
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cover the analogy between profit and rent — for he had been 
in some respects anticipated by Whately, Mangoldt and others, 
not to speak of his father, Amasa Walker — he was the first to 
lay due stress upon it, and to give to it proper weight in the 
theory of distribution. 

Adam Smith had analyzed the price of commodities into 
three parts — wages, rent and profits. Ricardo had shown 
that what Smith counted as rent was itself resolvable into two 
elements : profit on capital invested in the land, and true econ- 
omic rent — a differential gain due to the superior advantages 
of some lands over others in the matter of fertility or location. 
The effect of Ricardo's analysis was to narrow the use of the 
term rent and to widen the use of the term profit. Profit was 
in turn further analyzed into interest, insurance and wages of 
superintendence; and the differences in the rates of profit for 
different industries or for different men were regarded as due 
to the varying cost of insurance or of superintendence in the 
several cases. 

It was at this point that Walker applied his criticism. He 
showed that what had been called wages of superintendence 
was not to be regarded as wages at all. It was not money 
advanced by a capitalist to a laborer, but money retained by 
that capitalist or employer for himself out of such receipts as 
he might ultimately realize from the sale of his product. 
It was not a fixed sum based on the cost of education, and 
analogous to the salary of a foreman or superintendent, but 
an extremely variable sum based on the superior efficiency 
of one capitalist or employer over another. In view of these 
facts, Walker felt himself justified in applying to profit the 
same kind of analysis which Ricardo had applied to rent. He 
separated it into two parts: a return to the capitalist, which 
takes the form of interest; and a return to the employer, or 
entrepreneur, which constitutes true profit. He thus had a 
division of the product into four shares, instead of three — not 
wages, profit and rent, for laborer, capitalist and landowner 
respectively ; but wages for laborer, interest for capitalist, rent 
for landowner and profit for entrepreneur or employer. 
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More than this, the laws which governed this newly dis- 
covered share, the profit of the entrepreneur, were, according to 
Walker, closely analogous to those of economic rent. Each 
share in distribution represented a surplus rather than an ex- 
pense — an excess of price above cost rather than a cost. Hence 
these elements of rent and profit might vary all the way from 
zero upward. There was "no-rent land" and there were "no- 
profit employers " — land whose product barely remunerated the 
labor and waiting involved in its cultivation; mechanical in- 
dustries that barely repaid the labor and abstinence involved 
in their conduct. All superior land yielded rent; all superior 
commercial brains yielded profit. The extent of such superi- 
ority determined the measure of rent or of profit in each case. 
The fact that there was not enough of the superior land or 
of the superior brains to supply the whole market, prevented 
the price from falling to the level of cost set by the best land 
or the best brains, and gave to each possessor of such land or of 
such brains a surplus of price above expense which constituted 
his share in distribution. From this theory it followed that 
neither profit nor rent was an element in the price of products, 
in the same sense that wages or interest was an element; that 
prices would not be raised by the imposition of taxes on rent 
or profit, nor lowered by their remission; that both rent and 
profit were results of the existing rate of demand for prod- 
ucts, rather than causes of the existing rate of supply of 
those products. 

These conceptions are so fully wrought into the current 
economic thinking of the present day that it seems hard to 
imagine a time when they were unfamiliar. They have been 
combined with the doctrines of marginal utility and of normal 
price in such a way as to present a strikingly clear picture 
— I am tempted to say a fallaciously clear picture — of the 
process of exchange and distribution. We think of a demand 
curve made up by consumers to whom the utility of the 
article to be purchased gradually diminishes; of a supply curve 
made up by producers for whom the cost of delivering succes- 
sive supplies of the article gradually increases; of a normal 
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price at which the utility to the last purchaser just warrants 
him in compensating the cost to the last producer; and of tri- 
angular areas representing excess of utility above price for the 
purchasers and of price above cost for the producers — con- 
sumers' and producers' rent respectively. In these ways of 
looking at things Walker had no part. He was, like most of 
his generation, totally unfamiliar with Cournot. If he had 
read Jenkin at all, it had been only very late in life. He had 
gone over Jevons's Theory of Political Economy, and had tried 
to incorporate its conclusions in some of his own books; but 
he had not really assimilated it into the general structure of 
his economic mind, nor did he make use of it as an instrument 
of original analysis. Under these circumstances, he left his 
discovery of the character of profits to stand by itself. He did 
not see the light which Marshall's combination of utility and 
expense curves might be made to shed upon the gains of pro- 
ducers and consumers; nor did he, on the other hand, expose 
himself to the dangers which those who use this combination 
suffer, in treating "expense" and "utility" as if they. were 
correlated or commensurable terms, and in estimating " total 
benefit " by adding the two things together. 

What is called " consumers' rent " does not correspond to 
the gains which we ordinarily know by the name of rent, but 
to the differences between the sums which the various produ- 
cers actually receive under competition, and those which they 
would be ready to take if they did not have the benefit of such 
competition. For instance, there is a market rate of wages 
of two dollars a day, and a market rate of interest of four per 
cent. Some laborers would be ready to accept one dollar a day 
if no better terms could be had ; some investors would be ready 
to lend money at two per cent, or even at one per cent, if no 
higher rate were offered. The two-dollar rate for all laborers, 
and the four-per-cent rate for all investments, which in our 
ordinary computations form parts respectively of wages and of 
interest, are the chief elements of producers' surplus. Walker 
made no analysis either of these elements of surplus, or of the 
corresponding consumers' gains. Here he was at least consist- 
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ent. His successors have sometimes made the positive mistake 
of analyzing consumers' gains on one basis, and producers' 
gains on another — a course which involves serious error. 

The only criticism to which Walker is fairly open in this 
matter applies to Ricardo also; and it is one, I believe, which 
Walker himself was ready to admit as being in some degree 
justified. He does not give proper weight to the existence of 
differential losses, nor adequately discuss the relation of these 
losses to the corresponding gains. Both rent and profit are 
received on the basis of past investments of capital, which may 
have failed to produce a return sufficient to cover the wages 
advanced and the interest guaranteed. The degree of failure 
will depend upon the want of skill or foresight shown in the 
investment; but habitually there will be a considerable number 
of cases of such failure. Instead of starting from a point 
which yields no profits or rent, production will start from a 
point which yields less than none. It is, of course, perfectly 
proper for Ricardo or Walker to ignore these cases in their 
theories of rent or profit; but such facts render some of 
their deductions from these theories quite untenable. A tax 
on rent or profit, for instance, will affect the price of products; 
for it confiscates a possible gain in case of success, while leaving 
a risk of loss in case of failure, and thus interferes with certain 
investments of capital, which otherwise would be made on a 
large scale, and which, if made, would greatly enhance the 
supply of products. In fact, any treatment of this subject 
which regards capitalists as a class separate from land- 
owners and entrepreneurs is full of pitfalls. Human nature 
being what it is, the entrepreneur must be either a capitalist 
or a fraud. The two parts of his gain, as entrepreneur and 
as capitalist, may be subject to different laws; but he needs 
capital of his own to earn either part honestly. We may say 
that one part of his income is due to the use of capital as a 
subsistence fund, and the other part to the use of capital as 
an insurance fund; but each gain is one that attaches to the 
possession of capital. This is a point which it is impossible to 
neglect in practice and unwise to ignore in theory. 
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More widely known, though less original, are Walker's 
contributions to the theory of wages. Down to about i860, 
the wage-fund theory had been all but universally accepted 
by economists. Even those who most objected to its con- 
clusions on ethical grounds, like Lassalle, did not undertake 
to criticise the doctrine, but accepted it as true, and made its 
acceptance the basis of an indictment against modern society. 
It was first actively attacked by Longe in 1866, then by 
Cliff e Leslie in 1868, and by Thornton in 1869. Thornton's 
book had a wide influence, and sufficed to convert John 
Stuart Mill; but it never obtained such wide popularity 
as was enjoyed by Walker's book on The Wages Question, 
which appeared seven years later and gave the deathblow to 
the old views. In his succeeding works he did not rest con- 
tent with this destructive criticism, but gradually developed 
a positive theory of his own, to the effect that wages consti- 
tute the residual share in the product of industry. He held that 
rent, profit and interest were determined by fixed laws; and 
that whatever was not by these fixed laws specifically assigned 
to rent, profit or interest, accrued to the benefit of the labor- 
ing class — in other words, that the laborers, as a body, 
necessarily received the benefits of increased efficiency and 
of modern improvements. 

We shall best understand the wage-fund controversy, and 
Walker's part in it, if we separate the question of wages into 
three parts : 

1 . What is the source from which wages are paid ? 

2. What determines the share of the laborer (and of other 
producers) in each unit of product ? 

3. What determines the amount received by the laborer 
per unit of time? 

It is in the confusion between these questions, rather than 
in the difficulty of answering either of them separately, that 
most of the" wage controversies have arisen. 

To the first of these questions there can really be but one 
answer: Wages are paid out of capital. It did not need 
Taussig's learned book to tell us this. There are, indeed, 
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passages where Walker appears to claim that wages are not 
advanced out of capital; but the cases which he adduces are 
so exceptional in their nature as to emphasize Taussig's point 
rather than Walker's. It would seem as though Walker had 
at times confused questions of source and questions of meas- 
ure, and had thought himself obliged to make a show of 
defending an untenable position as to the source of wages, 
lest he should seem to abandon a sound and tenable position 
as to the measure of wages. 

The second question is the one which occupies most of our 
present writers on distribution. It is really not a question of 
distribution at all, but one of remuneration. It does not con- 
cern itself with rates of income, but with elements of price. 
In dealing with the problems involved in this question, 
Boehm-Bawerk's method of analysis is probably the one most 
familiar to the scientific students of this generation. Boehm- 
Bawerk shows how, while advancing wages to the laborer, the 
capitalist retains a certain portion of the expected product as 
compensation for waiting, and shows what causes determine 
how large a proportion of the product shall be thus retained. 
He is not occupied with determining the total amount ad- 
vanced, or the total amount retained ; but is concerned with 
the ratio between these two amounts, and with the time of 
waiting which is involved. 

In analyzing rent, profit and interest, the problem with 
which Walker dealt is similar to that of Boehm-Bawerk, in 
spite of the great difference in methods used. But when he 
came to wages he changed his policy. He dealt with wages as 
a share of the national income. In his mind, the income of the 
laborers depended on what the laborers produced. Walker's 
residual theory of wages was based on a complete and half- 
unconscious passage from a problem of remuneration to a prob- 
lem of distribution. The shares of the landowner, the entrepre- 
neur and the capitalist depend upon competition; the rate of 
wages depends upon efficiency; therefore, Walker inferred, all 
the benefits of efficiency accrue to labor. Had he applied to 
the laborer's share in each unit of product the same reasoning 
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that he applied to the capitalist's or to the landowner's share, 
he would have found that it, too, depends upon competition; 
had he applied to the annual income of capitalists or of land- 
owners as a class the same reasoning that he applied to the 
income of laborers as a class, he would have found that these 
incomes also depend upon efficiency of labor. Under a given 
percentage of distribution, all rates vary with the collective 
efficiency of the industrial organism. 

The question at once arises, how so able an economist as 
Walker allowed himself to be involved in such a confusion. 
The answer, if I have rightly guessed it, is one which is char- 
acteristic of his Whole work as a theorist. I think he made 
the mistake which he did, because in the nineteenth century 
this particular mistake involves little or no practical error. 
Walker was a man of facts. He probably knew more com- 
mercial facts that were worth knowing than any other man in 
the world. He knew which theories explained facts, and which 
theories did not. The wage-fund theory, as he had inherited 
it from his father, was emphatically of the latter class. It did 
not harmonize with the facts at all. It said that wages should 
be high in many cases where they were actually low, and vice 
versa. Walker made a new analysis that corrected this error. 
When he had gone so far, he was quite content to let 
the rest of the traditional theory remain undisturbed. This 
habit of mind explains his attitude toward the question of 
wages, and his extraordinary influence over popular readers. 
He made new paths where new paths were obviously needed, 
and there only. He rendered the service — which to nineteen 
readers out of twenty is the all-important one — of making 
theory fit actual facts. 

But how does it happen that an imperfect theory so- well 
explains nineteenth-century facts ? Because of the somewhat 
fortuitous circumstance that the cheapening of products in this 
century has chiefly affected those things of which the laboring 
classes are large consumers. A, B, C and D engage in a 
partnership. The share of each partner is fixed by previous 
arrangement. D is the only member of the firm who consumes 
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its products on a large scale. Suppose that the efficiency 
of production is doubled and the price falls one-half. A, B 
and C will be left where they were before; D will appear to 
be the residual claimant. General Walker would say: "The 
shares of A, B and C are fixed; D gets what he produces." 
He failed to see that D gets what he produces, simply because 
he consumes what he produces. The statement that D, the 
laborer, is the residual claimant in industrial society as it exists 
to-day seems to be pretty nearly correct; but it is correct in 
virtue of a circumstance which Walker fails to bring out 
in his analysis. 

There is another point closely allied with this, in which 
Walker hardly realized the bearing of the theory which he 
advocated. He was right in laying stress on the fact that the 
product of the laborer constituted the measure of the laborer's 
reward. But he thought that the point at issue between his 
theory and the wage-fund theory lay in the antithesis between 
a future product and a past product ; whereas, it really lies in 
the distinction between a rate of production and a fund of 
accumulation. Wages as an element in distribution are a flow 
and not a fund. A fund of capital divided by a number of 
laborers will not, as a simple question of mathematics, give a 
rate of wages. It will give a quantity of wages. There is 
nothing in the terms of the solution to show whether that 
quantity means wages per day or per week or per year. To 
assume without proof, as did so many of the English econo- 
mists, that it means wages per year, is to commit one's self to an 
z/#ra-physiocratic * conception of distribution which this same 
school of economists was quick to reject. 

The failure to grasp the distinction between funds and flows, 
so well emphasized by Newcomb, was specially unfortunate in 
that it led Walker to a theory of money at variance with the gen- 
eral tenor of his economic work. There is a curious parallelism 
between the wage-fund doctrine, which he was so zealous in 
attacking, and the quantity theory of money, which he was 

1 The " net annual revenue," of the physiocrat, is in some sense a true wage 
fund. 
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equally zealous in defending. The wage-fund doctrine holds 
that wages depend on a ratio between quantity of capital and 
amount of population. The quantity theory of money holds 
that prices depend on a similar ratio between quantity of 
money and amount of products to be exchanged. Both theo- 
ries are open to the same criticism: they neglect the varying 
degrees of rapidity of circulation — in the one case of capital, 
and in the other of currency. 

Walker attacked the quantity theory in the one case, and 
expanded it in the other, on grounds of practical experience. 
He saw that wages did not rise when unconsumed products 
were plenty and did not fall when unconsumed products 
were scarce; he saw that prices in several important instances 
did rise when special circumstances had increased the supply 
of money, and did fall when circumstances had prevented such 
increase. He saw that the growth of productive industry in 
recent years, combined with the demonetization of silver, had 
been attended with a fall in prices; he developed a theory 
to account for that fall, and to persuade governments to 
take measures for arresting it, without much regard to the 
question whether that theory did or did not correspond to his 
analysis of other economic problems. 1 

Walker's theory of prices was very much like Mill's. The 
chief difference was in the definition of money. Mill included 
only money of redemption — the means by which an account 
could be discharged. Walker included all instruments which 
circulated from hand to hand, like bank notes. The important 
function of money, he said, was that of a medium of exchange. 
The current transactions of commercial life constituted a de- 
mand for such a medium of exchange. The amount of coin, 
government notes and bank notes constituted the supply of 
the medium of exchange. Whatever increased the demand 
tended to make the value of money rise, or to make prices fall; 

1 1 think that Walker was justified in saying that nearly all of the theoretical 
answers to his position were quite unsatisfactory. By far the most interesting of 
those which I have seen is that of Knut Wicksell, in the last (February) number 
of Conrad's Jahrbucher ; but it would take too long to discuss the detailed points 
which it involves. 
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and vice versa. Whatever increased the supply tended to 
make the value of money fall, and to make prices' rise; and 
vice versa. The influence of bank deposits on prices he seems 
to have regarded as comparatively slight. Such deposits for 
the most part represented, to his mind, transactions which were 
arranged on a credit basis from the outset. The deposit 
account did not affect the supply of the medium of exchange; 
the most that it could do was to preclude the demand for the 
medium of exchange which the transaction in question might 
otherwise have created. 

There are two main lines of attack which can be adopted by 
the critics of the theory. In the first place, it may be urged, 
as Walker himself urged against the wage-fund theory, that 
the really important factor in the problem is the efficiency of 
the money rather than its quantity, so that a theory of prices 
based primarily on the latter serves to distract attention from 
the really important factor in the case. Or again, it may per- 
haps be urged with even greater effect that the demand for 
money is not primarily or chiefly a demand for the medium of 
exchange, but a demand for a reserve to secure contracts. 
This view of the function of money seems to explain far better 
than the other the functions performed by banks in increasing 
the efficiency of money, and paves the way for a theory of credit 
which shall neither overrate nor underrate its effect on prices. 

This question as to the primary or chief function of money 
gains special importance in connection with Walker's recent 
book on Bimetallism. That book contains the following con- 
clusions, either explicitly stated or very clearly implied: 

1. That statesmen and governments, if they had been so 
minded, could have maintained gold and silver in concurrent 
circulation at something like the old ratio. 1 

1 While General Walker disclaims any intention of discussing the question of 
the ratio at which the two metals are to be coined indiscriminately, none of his 
arguments as to the merits of bimetallism have any force unless it would have 
resulted in keeping the average ratio of value of silver to gold considerably higher 
than it actually has been. For a large part of his argument rests upon the as- 
sumption that under free silver coinage the quantity of money in the world would 
have increased more rapidly than it has. Now in order that silver money should 
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2. That their failure to do so is largely responsible for the 
fall in prices and profits during recent years. 

3. That the present position of the laborer, though doubtless 
somewhat improved by modern inventions, does not show so 
much gain as economic theory would warrant us in expecting 
and demanding; and that the deficit may fairly be charged to 
an appreciating currency as its cause. 

If it were true that money were only to be regarded as a 
medium of exchange, and that every other function were inci- 
dental and subordinate, we should probably have to assent to 
the first of these points. The government has great power in 
making any article available as a medium of exchange in virtue 
of its mere act of coinage. But the demand for a reserve to 
secure contracts cannot be thus influenced by the government. 
If a man has made gold contracts, the possession of legal-ten- 
ders does not constitute an available reserve; and the attempt 
to increase the money supply by the issue of legal-tenders 
proves wholly fatuous. Not on the basis of theory, but on the 
basis of the number of gold contracts now in existence or 
likely to be put in force in the immediate future, the mono- 
metallist is justified in taking direct issue with the points 
summarized from Walker's Bimetallism, and in saying : 

1. That the demonetization of silver, while it doubtless 
helped to produce 1 a fall in prices, was not an arbitary act 

have increased more rapidly than it has, there must have been either a decrease in 
the use of silver in the arts, or an increase in the output from the mines. Neither 
of these results would have taken place under free coinage unless the commercial 
price of the silver had been thereby increased. 

1 Some of the monometallist writers weaken their case and correspondingly 
strengthen Walker's case by asserting, or seeming to assert, that there was no 
effect of this kind, basing their statements on the fact that other causes were 
working to the same end. But, without the demonetization of silver, those other 
causes would not have produced the observed result in anything like the degree 
to which it has actually made itself felt. The real question is this : Would the 
governments, in the face of these other causes, have been able to maintain free 
coinage of silver at the old ratio, and concurrent circulation of gold side by side 
with the silver? If it should appear that they could probably have done so, then 
we must treat demonetization as an independent cause of the fall in prices ; if it 
should appear that they could not have done so, then the acts of demonetization 
become a relatively unimportant mediate link in the chain of causation on which 
the monometallist lays so much stress. 
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of governments, but an expression of the demands of the 
commercial world. Had statesmen abstained from such de- 
monetization, it is far from certain that the subsequent course 
of gold prices would have been materially altered. There is 
little or no evidence that bimetallic legislation has the power 
which General Walker ascribes to it; and the experience of 
France, on which Walker relies to prove his own view, rather 
goes — witness the curious cases cited by D'Avenel from 
mediaeval French history — to prove the contrary. 

2. That the responsibility for the present fall in prices, with 
the loss of profit and the irregularity of employment by which it 
has been attended, must be sought in the previous period of 
inflation, rather than in the present period of depression: in 
other words, that the business methods in use from 1850 
to 1873 left the commercial world with an inadequate money 
reserve, and were not of a kind that could have been perma- 
nently maintained, even supposing the coinage laws to have 
suffered no change — except perhaps by continued depreciation 
of the currency. 

3. That there is no clear ground, either historical or the- 
oretical, for supposing that a continued depreciation of the 
currency would have made the laborer's position any better 
than it is at present. For, so far as the bimetallic argument 
is made to rest on the residual theory of wages, it is not 
leaning on a very strong support. 1 

It was Walker's misfortune to issue his book on bimetallism 
at a time when comparatively few people could or would study it 
in just the way that it deserves. It came before the public in 
the midst of a political campaign when the silver party made 
use of some of its statements to support practical measures 
which its author most strongly disapproved, and when the 
gold party was so prejudiced by this misuse of the book that 
most of its members shut their eyes to its real scientific value. 
It had been Walker's hope to make the discussion of interna- 

1 Of course this is not intended as either an exposition or a criticism of the 
bimetallic theory in general, but of those distinctive arguments for bimetallism on 
which General Walker laid special stress. 
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tional bimetallism a means of preventing the angry agitation 
which had sometimes threatened to involve the United States 
in a policy of independent coinage of silver. His book was 
already in press when the silver issue came up with unexpected 
acrimony and put peaceful argument on the subject out of the 
question. And then, when the campaign was over, and the 
time was come for quiet discussion, he left us suddenly. 

The last letter which he wrote me ended with the words: 
" I am glad that you are going to criticise my Bimetallism!' 
If ever there was a man who cared more for a candid discus- 
sion of the truth than for his own particular statements of the 
truth as he understood it, it was General Walker. Certain 
it is that there were few men I have ever known who had so 
little to fear from straightforward truth-telling. 

His life was gentle ; and the elements 

So mixed in him, that nature might stand up 

And say to all the world, " This was a man." 

Arthur Twining Hadley. 
Yale Universitv. 



